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3. FAg=r 7. 9.9 B. Countercyclical buffer requirements B. Countercyclical buffer requirements
5\32332(: Nepal Rastra Bank has adopted the Credit to GDP | Nepal Rastra Bank has adopted the Credit to GDP ratio,
Framewo);k ratio, macro-economic variable, as guide for | macro-economic variable, as guide for reference point for
2018 &I SaT reference point for taking buffer decisions. Nepal | taking buffer decisions. Nepal Rastra Bank will monitor
06 & B. W Rastra Bank will monitor Credit to GDP ratio at | Credit to GDP ratio at least annually and calculate Credit to
#aﬁa—rr | ' least annually and calculate Credit to GDP gap, i.e. | GDP gap, i.e. the gap between Credit to GDP ratio and its

the gap between Credit to GDP ratio and its Trend.
The intensity of Credit to GDP gap shall be the
indication of the extent of the buildup of system-
wide risk i.e. If the credit-to-GDP ratio is
significantly above its trend (i.e. there is a large
positive gap) then this is an indication that credit
may have grown to excessive levels relative to
GDP. The Credit to GDP gap shall be calculated as
follows:

Credit to GDP Gap(t) = Credit to GDP Ratio(t)-
Trend(t)

The countercyclical buffer requirement will vary
between 0 and 2.5% of risk weighted assets,
depending on the extent of the buildup of system-
wide risk. The credit to GDP gap of 5 points shall

Trend. The intensity of Credit to GDP gap shall be the
indication of the extent of the buildup of system-wide risk
i.e. If the credit-to-GDP ratio is significantly above its trend
(i.e. there is a large positive gap) then this is an indication
that credit may have grown to excessive levels relative to
GDP. The Credit to GDP gap shall be calculated as follows:

Credit to GDP Gap) = Credit to GDP Ratiog) -Trend.1)

The countercyclical buffer requirement will vary between
0 and 2.5% of risk weighted exposure, depending on the
extent of the buildup of system-wide risk. The credit to
GDP gap of 5 points shall be taken as cut off points of
excess credit growth level. The increase by additional 2.5
point of credit to GDP gap in excess of 5 point shall require
buffer requirement of 0.5% i.e. each increase in every 2.5
points in credit to GDP gap in excess of 5 points shall
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be taken as cut off points of excess credit growth
level. The increase by additional 1 point of credit
to GDP gap in excess of 5 point shall require buffer
requirement of 0.5% i.e. each increase in every one
points in credit to GDP gap in excess of 5 points
shall require to raise the buffer requirement by
each 0.5%. For this purpose, trend is defined as
average of credit to GDP ratio of past 10 years. The
following table shows the countercyclical buffer
requirement in case of excess credit growth.

Countercyclical Buffer Requirement
. Buffer Requirement in
Credit to GDP Gap Terms of CET 1
Up to 5 points 0%
5 to 6 points 0.5%
6 to 7 points 1.0%
7 to 8 points 1.5%
8 to 9 points 2.0%
above 9 points 2.5%

require to raise the buffer requirement by each 0.5. For this
purpose trend is defined as average of credit to GDP ratio
of past 5 years except year t. For example, while calculating
the Credit to GDP Gap for 2081/82, the calculation is:
Credit to GDP Ratio for 2081/82 minus the Average Credit
to GDP Ratio from 2076/77 to 2080/81.

Credit to GDP Gap (208vs2) = Credit to GDP Ratio (208182
- Trendo76/77 to 2080/81)

The following table shows the countercyclical buffer
requirement in case of excess credit growth:

Countercyclical Buffer Requirement

Buffer Requirement
in Terms of CET 1
Up to 5 points 0%

Credit to GDP Gap

above 5 to 7.5 points 0.5%
above 7.5 to 10 points 1.0%
above 10 to 12.5 points 1.5%
above 12.5 to 15 points 2.0%
above 15 points 2.5%

The Infrastructure Development Bank is required to raise
level of the buffer by up to 12 months, but shall be allowed
to decrease the level of the buffer with immediate effect.
The bank, not being able to maintain the countercyclical
buffer requirement, shall not be allowed to distribute its
earnings.




